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long periods of time, large amounts of aid and the way it is delivered make it more difficult for good governance to develop. The research reported here suggests that this is the case in some parts of sub-Saharan Africa because of the way aid affects institutions in weak states.
Improving governance means building a better bureaucracy, increasing adherence to the rule of law, reducing corruption, and managing expenditure and revenue generation in a sustainable manner. Yet these very reforms require solving significant collective action problems, among them the tragedy of the commons, moral hazard, and more mundane free rider problems. Like public goods anywhere, improvements in governance benefit everyone, but since these benefits are nonselective, there is little incentive to sacrifice to provide them. When patterns of poor governance deepen over time and become institutionalized, the political difficulties of reform become even more challenging. Governance reforms do happen, and they can happen in poor countries. Aid can contribute.
3 Yet despite what we believe to be generally good intentions, the foreign aid system also poses problems for governance in aiddependent states.
The dimensions of aid dependence and the theoretical framework are discussed in the next section of the article. The third section explores the ways in which high levels of aid, delivered over a long period of time, can affect institutions and governance in African countries, while the fourth section tests these ideas empirically. We find evidence that higher aid levels are associated with larger declines in the quality of governance, as measured by subjective indicators. We also find higher aid associated with lower tax effort in Africa. The conclusion offers some recommendations for reducing the possible deleterious impact of aid. Paradoxically, our argument is not that aid to Africa needs to be reduced; in many cases, more aid will be better. But aid needs to be delivered more selectively and in ways that reinforce a virtuous cycle of development rather than contributing to a vicious cycle of poor governance and economic decline. tem and pointed out that aid created vested interests: "Powerful classes in poor countries benefit from aid [and would] suffer from its termination." 7 In the 1960s, as foreign aid expanded across more developing countries, and as aid programs grew in importance, practitioners began to emphasize that foreign aid must involve "partnership," not dependence. "There is by now a strong consensus," argued David Bell in a 1966 article in Foreign Affairs, "that foreign aid in all its forms will produce maximum results only in so far as it is related to maximum self-help." 8 In the 1970s, scholars first gave the term "aid dependence" to a set of institutional problems that seemed to be affecting Bangladesh, Malawi, and other countries receiving large amounts of aid. 9 Not easily linked with either the right or the left, these researchers warned again that high levels of aid could lead to specific kinds of problems. During the debt and economic crisis of the 1980s and 1990s the topic of aid dependence nearly disappeared from view, but very recently it has reentered the scholarly agenda, pushed in part by the concerns of aid agencies who have sponsored research on the topic. 10 Those who write about foreign aid tend to avoid defining aid dependence concretely, but the implication is almost invariably that aid dependence is a problematic condition caused by, but not synonymous with, large transfers of aid. Roger Riddell, for example, has called aid dependence "that process by which the continued provision of aid appears to be making no significant contribution to the achievement of self-sustaining development."
11 Rehman Sobhan, writing in Bangladesh, calls aid dependence "a state of mind, where aid recipients lose their capacity to think for themselves and thereby relinquish control." 12 This article defines aid dependence as a situation in which a government is unable to perform many of the core functions of government, such as the maintenance of existing infrastructure or the delivery of basic public services, without foreign aid funding and expertise (provided in the form of technical assistance or projects). This characterizes many countries in Africa today, where, as a team of African researchers charged not long ago, many governments have developed a "cozy accommodation with dependency." 13 Aid dependence cannot be directly measured, so we use a proxy that reflects "aid intensity"-net aid flows as a percentage of gross domestic product (GDP) and aid as a percentage of government expenditure. In 1980, 13 sub-Saharan countries were receiving net aid (aid inflows minus principal repayments) at levels above 10% of GDP.
14 By 1990, that figure had more than doubled, to 30 countries. In 1998, 21 countries continued to receive aid at that level. Almost all of them had been net recipients of aid flows at 10% of GDP for 10 years or more. In a number of countries such as Malawi, Ghana, and Zambia, aid has funded more than 40% of government expenditures, on average, for nearly 20 years. Table 1 , based on data from the African Development Bank, shows the 27 sub-Saharan countries receiving at least 25% of net aid as a percentage of government expenditures in 1999. Seventeen of these countries receive net aid equivalent to more than half of all government expenditures. Leone  45  Comoros  45  Burundi  43  Guinea  41  Ethiopia  37  Gambia  36  Ghana  30  Togo  27  Cameroon  25 Source.-Calculated by authors from data supplied by the African Development Bank.
Note.-ODA is net aid, which equals aid disbursements minus repayments of principal.
All of these "aid-dependent" countries are low income, and as we have noted, the effects of aid dependence are perhaps difficult to separate out from a constellation of problems facing many low-income countries. At the same time, some countries with low incomes per capita are less dependent on aid than others, suggesting that aid dependence is not simply a function of poverty. In addition, several decades of high levels of aid flows are likely to have deeply affected the operations of a government and the incentive structure. The aid and the processes surrounding its delivery create incentives and informal institutions-patterns of behavior, norms, codes of conduct-both in donor organizations and in countries receiving high levels of aid. Once in place, these incentives and institutions have proven quite resistant to change.
What Is Causing Africa's Continuing Crisis of Governance?
The governance crisis in Africa continues more than 10 years after the World Bank identified it as a major contributor to Africa's development problems. "Governance" has been added to the many conditionalities imposed as a requirement for funding from the International Monetary Fund (IMF), World Bank, and bilateral donors. Corruption receives the lion's share of the press, but related problems include inadequate official information, weak mechanisms of accountability, poorly enforced rule of law, and bureaucracies that are ineffective and unresponsive. Poor governance has multiple causes, and once governance begins to decline, a vicious cycle of inadequate revenues, low morale, and poor performance is all too easily created. Here, we touch on some of the probable causes of poor governance in Africa separate from the system of aid.
First, state capacity and institutions of governance in many African countries have never been particularly strong. The newly independent nations of Africa were not well prepared for self-government, and many faced ethnic tensions that had been exacerbated by colonial rule. Local skill bases were weak. Only six universities had been established in all of sub-Saharan Africa, and in 1960 postsecondary enrollment levels were about one-sixtieth of those in Asia and Latin America. 15 During their occupation of India, the British had established the Indian Civil Service, providing a dense network of several generations of well-trained civil servants with a growing tradition of meritocracy. Few countries in Africa had any comparable experience (Mauritius is an exception). In Nigeria, for example, only 15% of the upper-level civil service positions were filled by Nigerians as independence drew close. 16 In other countries, the percentage was even lower. 17 After independence, the move toward one-party states did little to build local institutions. As Arthur Rivkin pointed out in 1968, "the history of universities, courts, civil services, parliaments-to say nothing of private or theretofore private voluntary groups-in Africa has been one of subordination, take-over, and destruction by the one party . . . [this] has made it all but impossible for truly national institutions representative of and responsive to the total nation to develop and grow." 18 The bureaucracy suffered from these weaknesses. Pressures for accountability were low. In 1990 there was only one qualified accountant in the entire public sector in Burundi, and Mali had only six. 19 Second, economic crisis is clearly a contributor. Early in the postindependence period, a number of African countries experienced balance of payments problems and borrowed from the IMF to cover shortfalls in foreign exchange. When the first and second oil shocks sent petrodollars rushing into commercial banks, a new source of low-interest loans became easily available. However, tight money policies under the new Reagan administration in the United States made interest rates soar, and the shock of Mexico's default in 1982 dried up commercial lending. Africa's economic crisis has its origins in this period. As governments postponed difficult adjustment, revenues fell. Economic crisis and inflation shrank government salaries. In Ghana, permanent secretaries heading ministries were earning salaries in 1983 (before their "structural adjustment") that in real terms were only 11% of the 1975 level. 20 In countries like Sierra Leone, government offices were often largely empty during this period, as unpaid staff tried to survive by selling cigarettes and candies on street corners or retreating to rural farms to grow food for their families. Across Africa, attempts at reform were largely unable to reverse these salary trends. As recently as the 1990-96 period, real wages in a representative sample of African civil services declined an average 2% annually. 21 Finally, much of Africa has experienced political instability and war. More than half of the countries in sub-Saharan Africa have had significant political instability since independence, including civil war and violent coups. 22 In the past few years, almost a quarter of the countries in the region have been involved in regional or civil wars or are experiencing substantial internal strife. 23 Poor leadership is a continual problem. 24 Political instability disrupts domestic revenue generation both because investment, production, and trade generally drop during the period of instability and because tax collection becomes much more difficult. This, in turn, increases the dependence of countries on aid receipts.
Our research suggests that, as expected, economic decline and political violence have had a negative impact on governance, as measured by conventional indicators. However, this is not the whole story. As we show later in the article, when we control for changes in per capita income and for political violence, we still see a negative relationship between aid/gross national product (GNP) and the quality of governance. Could this be because the aid system itself provides incentives and informal rules that reinforce the political constraints faced by reformers in aid-dependent countries and in donor agencies?
How Might Foreign Aid Affect Governance?
High levels of aid have the potential to improve governance, but they can also work against governance improvements. On the positive side, high levels of aid channeled to governments with clear development agendas can be used to improve the quality of the civil service, strengthen policy and planning capacity, and establish strong central institutions. In the East Asian region, South Korea and Taiwan are good examples of this, while Botswana shows that the same processes can also work in sub-Saharan Africa. 25 Aid can release the binding constraint of low revenues for governments committed to development. 26 Some researchers have found that high levels of aid (at around 40%-45% of GDP) promote growth when given to countries with good macroeconomic policies. 27 Positive levels of economic growth, in turn, can also generate new revenues for funding improvements in government quality.
Yet high levels of aid might also block governance improvements in at least two major ways. First, the way large amounts of aid are delivered can weaken institutions rather than build them. This can happen through the high transaction costs that accompany aid, the fragmentation that multiple donor projects and agendas promote, problems of "poaching," obstruction of opportunities to learn, and the impact of aid on the budget process. Less directly, but just as important, high levels of aid can create incentives that make it more difficult to overcome the collective action problems involved in building a more capable and responsive state and a more effective foreign aid system. Both of these are discussed in the following sections.
Aid Dependence and Institutional Destruction
The institutional impact of aid in weak African states can be quite significant, and this has not gone unnoticed in studies financed by the donor community itself. 28 In one of the most insightful critiques, published in 1984, consultant Eliot Morss described the institutional "destruction" large numbers of donor projects could wreak in small African states with low absorptive capacity. 29 Yet the problem continued unabated. In 1989, a donor study in one country that was suffering from economic crisis recommended reducing the 800 existing aid projects to a "more manageable" 300 or 400. Three years later, the number of projects had climbed to 2,000. 30 The multiplication of agendas (of which "good governance" is but one of the latest) for reform has similar consequences.
Each project (or agenda) requires government oversight and reporting. In Ghana, one of the most heavily aided African countries, senior officials each spent as much as 44 weeks a year facilitating or participating in donor supervision missions, time they were unable to devote to their ministries' own priorities. 31 The aid community clearly recognizes the problem. As the World Bank has commented, "donors may fragment central capacity for policy formation, entering with ministries into bilateral deals on multiple projects without determining whether their cumulative effects are collectively sustainable or mutually consistent."
32 Yet donors and African countries seem unable to solve the problem of institutional destruction.
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Related to the high transaction costs and fragmentation that accompany high levels of aid are the direct effects of donor competition for scarce staff and the provision of technical assistance that substitutes for the government's own capacity. Because governments cannot possibly manage the multiple projects that donors want to fund, donors have set up units independent from the government with off-budget funding. For example, a recent Organization for Economic Cooperation and Development (OECD) study of the aid system in Mali showed that between 1985 and 1995, the majority of donors used project implementation units rather than working through the regular bureaucracy; some donors, including the U.S. Agency for International Development, the World Bank, and Germany (GTZ), used them for all of their projects in Mali. 34 Part of the path to good governance involves learning. Providing technical assistants who do not transfer skills but simply do the work themselves, or setting up bypass units, limits a central (or local) government's ability to learn skills for more effectively managing and administering. Governance improves by the continual practice of these skills; this applies to the crafting of policy as much as to the implementation of projects. A recent World Bank study on aid and reform in Africa highlighted this effect of aid dependence: "In aid dependent countries such as Zambia, donor conditionality undermines genuine policy learning. Once they understand that donors mean to set policy, ministries become passive. Individual officials have negative incentives to disagree with the donors since this will only serve to delay the arrival of the much-needed resources." 35 In addition, with multiple projects to administer, donors require local staff, and in many countries, trained people are scarce. Donors consequently bid up the price of capable staff, pulling them both from the private (productive) sector and from the government. 36 Not long ago, a donor-funded agricultural project in Kenya hired seven local economists away from the civil service, offering monthly salaries of US$3,000-$6,000, compared with government salaries of approximately US$250. 37 This "poaching" weakens institutions as it creates resentment and lowers morale for those left behind.
Donor projects that remain in the government often come with technical assistance (TA). Although some African governments, such as those in Mauritius and Botswana, have made effective use of TA, it can also be, in the hyperbolic words of a former World Bank vice president, "a systematic destructive force which is undermining the development of capacity . . . most of this technical assistance is imposed, it is not welcome and there is no demand for it really, except on the donor side." 38 A recent history of the World Bank echoed this sentiment in its charge that in countries with weak institutions, "the Bank's interventions may have delayed the development of effective, self-reliant cadres and institutions." 39 Numerous agendas and projects, with numerous donors, can render ineffective any government's efforts to manage its aid resources. In Senegal, for example, the Ministry of Planning is responsible for evaluating and approving all investment projects, but in 1995 only half of the aid-funded projects went through this process. The others were negotiated directly between line ministries and donors. 40 Mali's National Planning Directorate (DNP) is supposed to appraise donor projects and ensure that they follow national priorities. Yet, as a recent review found, "in practice the DNP is short-circuited by donors and line ministries which prepare and negotiate projects directly among themselves, thus exacerbating inter-ministerial competition for foreign aid."
41
The capacity-diminishing problems with projects are mirrored in program and policy aid, and even in the HIPC (highly indebted poor countries) debt-relief programs, with their well-meant but complex requirements for new, povertyfocused spending in states that have a history of weak capacity.
Finally, aid may reduce tax receipts directly, contributing to the cycle of low revenues and fiscal deficits. Aid projects import equipment such as vehicles and consumption goods for their staff without paying import duties. Expatriate personnel working for aid agencies and NGOs rarely are required to pay local income taxes. At one point in Tanzania, the total for government wages and salaries (which are taxed) was $100 million, while the salary bill for technical assistants supplied under aid programs (and not taxed) was $200 million. 42 To the extent that the untaxed aid experts and their untaxed vehicles and property substitute for the government workers or for the private sector (which would be taxed), tax revenues are reduced.
Aid Dependence, Incentives, and Collective Action
Aid dependence can also contribute to a second set of problems, all related to the incentives inherent in the system. Barbara Geddes argues that governments in weak states remain weak because they are unable to resist the pressures from powerful vested interests to distribute funding and resources in ways that dilute capacity and lower effectiveness. High levels of aid can make it more difficult to solve the collective action problems that are inherent in reform efforts, create moral hazards for both recipients and donors, perpetuate both a "soft budget constraint" and a "tragedy of the commons" with regard to the future budget, and weaken the development of local pressures for accountability and reform. 43 Solving collective action problems. High levels of aid in countries where the political leadership does not have reform on the agenda are likely to reduce the incentive to cooperate in the sacrifices necessary for reform to occur. Countries in economic crisis need to concentrate their resources on a small number of critical activities. Yet aid creates an incentive to expand operations to include all the initiatives donors want to fund. Few African leaders (Eritrea's President Isaias Afwerki being an exception, at least until the outbreak of war with Ethiopia) want to tell the donors "no" and forgo opportunities today, despite the problems this creates for medium-and longterm sustainability. Political elites have little incentive to change a situation in which large amounts of aid provide exceptional resources for patronage and many fringe benefits (vehicles, study tours, salary increments, etc.) that would not otherwise be available to officials in low-income countries.
Creating moral hazard. Moral hazard implies a situation in which having an insurance policy (or in this case, access to external resources) actually induces riskier (undevelopmental) behavior. As with many of the problems discussed in this section, the fear that aid might make governments less likely to put in place the policy framework, local funds, and trained personnel needed for development underpinned the early emphasis on "selfhelp" both in the Marshall Plan and in the early bilateral aid programs. 44 If aid were clearly a supplement to the government's own efforts in a project or program, moral hazard would be less likely to arise, and aid would be more likely to be a true partnership, supporting programs "owned" by governments. Over time, however, the emphasis on self-help dwindled, and problems of moral hazard arose.
The moral hazard problem operates on two levels. First, it is possible that a history of high levels of aid may make it more likely that a government will allow corruption in the customs bureau or an ineffective internal revenue service to continue, or more likely that "credible constraints" on overspending and monetizing the deficit will be postponed, particularly if these reforms will eventually lead to a decline in budgetary support. Aid-dependent countries may be inclined to underutilize their available sources of tax revenues. Middleincome countries have increased tax revenue as a percentage of GDP from an average 16.5% (1972-76) to an average 21.1% (1995-99), but low-income countries (which receive more aid, on average) have seen their tax revenue fall from an average 17% to 14.3% over the same period.
45 Seventy-one percent of the African countries receiving more than 10% of GDP in aid in 1995 were also in the group of countries judged in an IMF study to have lower than expected tax effort. 46 It is possible that many years of being "rescued" may make aid-dependent governments less inclined (or less able) to adjust quickly through their own, proactive decisions, when the prices of their exports drop or that of oil imports rises.
However, it is also the case that moral hazard operates within donor agencies. Staff face a moral hazard in that they have no internal sanctions when aid loans and grants fail to improve development performance in recipient countries. This has made them more likely to continue programming aid in situations where the risk of failure is high and the costs of failure do not fall on the aid agency. In addition, high levels of debt may increase the operation of moral hazard. As a recent study argued, donors may feel pressure to continue making loans to African countries who already owe them substantial amounts of money. 47 Soft budget constraints. Economic crises require governments to restructure their budgets. Yet high levels of aid effectively provide a "soft budget constraint," where governments lose the incentive and sometimes the ability to calculate what they can afford to invest in and maintain. Expenditures bear little relationship to revenues; external aid in our sample averaged 42.8% of government expenditures across the 28 countries with data available for the 1982-97 period. In many countries, large amounts of aid sidestep the budget completely, making the development of a government budget and annual accounts "a deceptive mirage." 48 Hard budget constraints can include rules that limit the size of the deficit or the ability of governments to carry the deficit into the next budget. They may limit deficit financing to short-term debt or require a referendum before a government can issue bonds or undertake other long-term debt. 49 Many countries in Latin America have legislated these kinds of controls, out of fatigue with seemingly endless cycles of populist expansion and orthodox contraction. In Africa's aid-dependent countries, the "soft budget constraint" expectations that deficits will be met by foreign aid provide incentives that may stop these kinds of institutions from developing. Several countries have, however, adopted cash budgets, where expenditures are limited (in theory) to the actual revenues raised in the same period. Although in at least one case (Zambia) the limitations of the cash budget aroused considerable interest in reforming the tax administration in order to expand available revenues, government officials soon got around the limits of the budget by passing the costs of nonpayment on to suppliers and government workers who were themselves forced to take promissory notes instead of cash. 50 The tragedy of the commons. Genuinely hard budgets are essential for keeping present and future government commitments at sustainable levels. Failing to take future budgets into consideration contributes to a "tragedy of the commons," as E. Campos and S. Pradhan have argued. Bureaucrats, politicians, and donors create future claims on the recurrent budget through uncontrolled investment spending. They view the future budget "as a common resource pool which they can dip into with little or no cost." 51 A collective action problem results: it is in the interests of all actors today to continue the benefits they get from giving and receiving aid, even though this aid will create problems for future governments who will likely not have the foreign exchange to repay the debts incurred nor the tax revenues to pay for the recurrent costs of the investments. As with many issues surrounding aid dependence, the problem of the recurrent cost implications of donor-funded investments surfaced several decades ago. 52 In a 1979 article in Finance and Development, P. Heller noted that "it is extraordinary that there is so little information on a problem of such significance to the joint goals of donors and borrowers alike." 53 As the debt crisis was becoming apparent in the early 1980s, C. Gray and A. Martens noted that "donors have to accept some responsibility for pushing non-viable or overblown projects and programmes" and exacerbating the recurrent cost problem.
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Restructuring accountability. Finally, large amounts of aid can reduce incentives for democratic accountability. Bargaining over revenues and taxation may be critical for the development of accountability, as it was historically in Europe. However, aid as a source of revenue parallels other "nonearned" revenue sources, particularly the rents from mineral extraction. Rentier states face fewer internal pressures to improve state capacity and accountability. When the flow of revenue is little affected by government efficiency, there is little incentive to improve state capacity. When revenues do not depend on the taxes raised from citizens and businesses, there is less incentive for government to be accountable to them. Aid dependence structures accountability as something between the executive branch of government and aid donors rather than between state and society, weakening this important aspect of governance. But in addition, when citizens have little idea of the domestic budget or of the total loan obligations being undertaken by their government, the basic information necessary for accountability is missing. In Tanzania, for example, 70% of donor financing was not included in the 1996-97 budget, and yet donors were financing more than 30% of the government's expenditures. 55 Theoretically, then, large amounts of aid, and the way aid is programmed, may contribute directly to the weakening of the institutions of the state and the erosion of capacity. As outlined above, this can happen through the administrative burden of multiple projects and donor-initiated agendas exacerbated by the poaching of staff, the creation of bypass project management units, and possibly a net reduction in tax revenues. At the same time, large amounts of aid can create incentives that make solving the collective action problems required for governance reforms less likely: moral hazard, soft budget constraints, the tragedy of the commons, and shifts in accountability. In the next section we test these ideas against the empirical evidence.
The Quality of Governance and Foreign Aid in Africa: Analysis
Although the international donor community has sponsored a number of policy studies that are concerned with aid and governance, there has been until recently almost no attention to this subject in the scholarly literature. Our study contributes to a small but growing group of efforts to unpack the relationship between aid and governance, using quantitative measures of governance. In one of the first efforts in this vein, A. Alesina and B. Weder tested the hypothesis that donors might punish governments that are more corrupt by giving less aid. However, they found that, in fact, aid and corruption tended to be positively correlated. 56 S. Knack examined aid and governance quality (using measures from the International Country Risk Guide [ICRG], a commercial service providing information on political risks to overseas investors and lenders measures, discussed below), finding a significant, negative relationship between the two among all recipient nations for the period 1982-95. 57 In a study restricted to sub-Saharan Africa, A. Goldsmith found that aid was positively associated with one measure of governance, the Freedom House index of political freedom. 58 Our study also examines governance in Africa but uses the ICRG measure of governance, which focuses on bureaucratic quality, rule of law, and corruption. Although no existing measure of governance can capture all of the impact suggested by theory, we believe that the ICRG data are the best suited for testing the possible impact of aid on the aspects of governance that most concern us theoretically and that are highlighted in the review above. 59 We also use a measure of tax effort as a preliminary test of the hypothesis that higher levels of aid affect state capacity by reducing local incentives to generate revenue, the sine qua non of effective governance. 60 Our data show that in Africa, higher aid levels are associated with larger declines in the quality of governance and in tax revenues as a share of GDP. Obviously, causality can go in either direction, as donors may respond (either favorably or unfavorably) to an observed deterioration in governance. When we correct for the potential endogeneity of aid, however, we see an even stronger relationship between aid levels and declines in the quality of governance and in the tax share of GDP. These relationships hold when we control for economic decline and political violence, two factors that might also affect governance and tax collections.
Data on Governance and Aid Dependence
The quality of governance is measured by subjective indexes from the ICRG. Among the various indicators of the quality of governance used in empirical research on development, the ICRG data are unique in covering the majority of nations in Africa over a relatively long period of time.
These ICRG data have been previously used by S. Knack and P. Keefer, D. Rodrik, and others in explaining cross-country differences in economic performance. 61 The quality of governance index from ICRG used here is an 18-point scale, created by summing the following three six-point scales: cor-ruption in government, bureaucratic quality, and the rule of law. The criteria used by ICRG in coding these measures are detailed in the appendix. The ICRG ratings are published monthly. We created annual values by taking the mean of the 12 monthly observations for each year. The ICRG ratings have been published since 1982 and are available in a consistent format through 1997. 62 Of the 32 sub-Saharan African countries included in the ICRG, 17 have been included since 1982, 8 were added in 1984, 6 more added in 1985, and Namibia was added in 1990. The largest decline in the 18-point index belongs to Niger, which fell from a value of 12 in 1985 (when it was added to the ICRG) to 4 in 1997. The largest increases were by Ghana, which rose from 3 in 1982 to 10 in 1997, and by Namibia, which rose from 8 in 1990 to 15 in 1997. The mean change was an increase of 1.2 points, with a standard deviation of three points.
We supplement the ICRG data on governance with an objective measure, central government tax collections as a share of GDP. For comparability with the ICRG results, we measure the change in the tax share over the 1982-99 period. The tax share change is available for only 24 countries in the sample; the share fell in 13 and rose in only 11 countries. Sudan experienced the largest decline, from 81% to 6.8% of GDP. The largest increase was for Ghana, from 4.8% to 13.2%. There is a positive but low correlation of .11 between the change in the ICRG index and the change in the tax share.
Two measures of aid intensity or dependence are used in the empirical analysis: "official development assistance" as a percentage of GNP and as a percentage of government expenditures. Annual data are available from the World Development Indicators, based on aid data provided by the OECD's Development Assistance Committee. Aid data include grants and loans but are net rather than gross, that is, current loan repayments are subtracted. Military assistance is excluded. Most analyses of the impacts of aid use aid as a percentage of GNP or GDP. 63 However, aid as a percentage of central government expenditures is a useful alternative measure of aid dependence. 64 Averages were constructed for aid/GNP and for aid as a share of government spending for each country over the period for which both aid and ICRG data were available. Values for aid/GNP range from 0.3% for South Africa to 52.6% for Guinea-Bissau, with a mean of 14.3% across the 32 countries and a standard deviation of 12.6%. Aid as a share of government spending ranges from 0.6% for Nigeria to 103.4% for Burkina Faso, with a mean of 42.8% across the 28 countries with available data and a standard deviation of 30.2%. 65 Aid/GNP, as well as aid/government expenditures, averaged by country over the 1982-97 period are correlated at only .70 (significant at .0001). Therefore, most tests below will report results using both measures. However, analyses using aid/GNP provide the stronger tests because of more complete coverage: aid/GNP is available for 32 African countries covered by the ICRG countries, but aid as a share of government spending is available for only 28 66 Moreover, for most of these countries, aid/GNP is available for every year over the period, while there are some gaps in the time series on aid/government spending for many countries.
"Official development assistance" (ODA) includes grants and loans with a grant element of more than 25%. Studies by C. Burnside and D. Dollar and by J. Svensson analyze the impact of aid on growth using a data set constructed by C. Chang, E. Fernandez-Arias, and L. Servan that includes only the grant component of loans. 67 In their measure of "effective development assistance" (EDA), Chang, Fernandez-Arias, and Servan make several adjustments intended primarily to reflect more accurately the real cost to donors of providing aid, a concept that is not of concern to this analysis. In particular, grants tied to technical assistance were excluded from EDA because of the quid pro quo nature of such aid. Technical assistance, however, could have important effects on the administrative capacity of recipient governments. Although results reported below are based on ODA rather than EDA data, all of the findings are robust to the use of EDA. As a share of national income averaged over the 1982-97 period, EDA and ODA are correlated at .98, so it is not surprising that results would be similar.
Data Analysis
This section tests the hypotheses that high aid levels reduce the quality of governance and tax collections in Africa. The dependent variables analyzed are the end of period value minus the initial value for the ICRG index and for the tax share. 68 Independent variables include the initial value of the ICRG index or tax share, the change in population and in per capita GDP (expressed as a fraction of their initial values) over the period, a measure of political violence, and a measure of aid intensity. We discuss each of these in turn (see table 2 ).
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Inclusion of the initial ICRG value or tax share value captures regressionto-the-mean effects and controls for the limited opportunity of low-and highrated countries, respectively, to decrease and increase their scores (the ICRG index is bounded by zero and 18, and the tax share is bounded by 0% and 100%). If there are economies of scale in establishing effective institutions or tax collection agencies, as T. Srinivasan suggests, population increases could be associated with increases in the ICRG index or tax share. 70 Including the change in population addresses this possibility.
Increases in per capita income reflect a greater volume and size of transactions, increasing the benefits of developing institutions such as commercial codes and their associated adjudication and enforcement mechanisms. 71 Higher incomes also might make it more feasible and worthwhile to expand the tax base and set up more efficient tax administration procedures.
Changes in income might influence ICRG ratings even if there is no causal relation. Where it is difficult to obtain information on corruption, bureaucratic quality, and so forth, the ICRG might infer institutional quality in part from observations of economic performance. If so, and if rapidly growing countries have increasing institutional quality and low levels of aid-or if slowly growing countries have declining institutional quality and high levels of aid-failing to control for changes in per capita income could build in a spurious negative relation between aid dependence and the quality of governance.
Failing to control for political violence also could produce a spurious correlation between high aid levels and either deteriorating governance or declining tax revenues. Conflict can attract humanitarian aid and postconflict rehabilitation assistance. Violence also weakens institutions, undermining the rule of law and making corruption more likely. Conflict may increase government's incentives to tax but can also impair its capacity to collect revenues. Violence, of course, may also reduce GDP, so the net effect on the tax share of GDP is ambiguous. We measure political violence as the proportion of years, for each country, in which there were one or more incidents of violent domestic unrest or conflict. Data are from R. Bates et al. 72 Angola, Somalia, and Sudan had conflicts in every year, so are coded as one (i.e., 100%). The mean value among the 32 countries is .46 (46%), with a standard deviation of .31.
The quality of governance may be influenced by other factors such as religious or legal traditions. 73 A convenient implication of using the change in the ICRG index from 1982 to 1997 as the dependent variable is that factors such as these that are invariant over very long periods of time are unlikely to matter much. In contrast, it is unlikely that the quality of governance would have fully adjusted to aid dependence (or to political violence) already by the beginning of the sample period considered here. Aid's share of GDP in subSaharan Africa in the 1990s was five times as high as in the 1960s and three times as high as in the 1970s. 74 Table 3 presents results using the change in the ICRG index as the dependent variable. Columns 1 and 2 report ordinary least squares (OLS) regression results, testing the effects of aid/GNP, and of aid/government spending, respectively, on the quality of governance. A very strong regression-to- the-mean effect is found: other things being equal, a country with an initial ICRG value 1 unit greater than a second country will experience a decline in the index of about 0.7 units. Changes in population have no significant effect. Increases in GDP per capita are associated with a rising ICRG index, as expected, but this effect is not statistically significant.
Political violence is associated with deteriorating governance, as expected, but the coefficients are significant only at the .08 and .19 levels in columns 1 and 2, respectively. The violence coefficient in column 1 of Ϫ2.4 indicates that seven additional years with violent incidents over the 1982-97 period reduces the quality of governance index by about one point out of 18.
The aid coefficients in columns 1 and 2 are negative, consistent with the hypothesis that high levels of aid erode the quality of governance. Despite being based on so few observations, these coefficients are (at least marginally) statistically significant. In column 1, aid/GNP is significant at the .12 level for a two-tailed test. In column 2, aid/government spending is significant at the .10 level. A one standard deviation change in aid/GNP is associated with a .26 standard deviation change in the quality of governance index. By com-parison, a standard deviation change in per capita income is associated with a change of only .2 standard deviations in the ICRG index. The aid coefficient in column 1 indicates that a 17 percentage point rise in aid's share of GNPfor example, Namibia (3.6%) or Botswana (5.3%) versus Tanzania (21.6%) or Zambia (22.2%)-reduces the ICRG index by one full point.
The coefficient in column 2 indicates that a standard deviation change in aid's share of government spending is associated with a .28 standard deviation change in the quality of governance index. An increase of about 45 percentage points in aid as a share of government spending (e.g., Botswana's 16% vs. Guinea's 60%) reduces the ICRG index by one point, on average. Although 45 percentage points sounds like a large increase, aid's share of government spending averages 43% for the 28 countries with available data and equals or exceeds 45% in 11 of the countries.
The ICRG variables technically are only ordinal and not cardinal measures. Ordered logit is the estimation method designed for ordinal dependent variables. 75 Using ordered logit estimation produces slightly stronger associations between aid and governance than does OLS. The coefficient (and standard error) for aid/GNP is Ϫ.065 (.031), significant at the .04 level. The coefficient (and standard error) for aid/government spending is Ϫ.022 (.012), significant at the .07 level. These results are consistent with the hypothesis that aid dependence can undermine the quality of governance. Table 4 presents results using the change in tax revenues as a share of GDP as the dependent variable. Columns 1 and 2 report OLS results, testing the effects of aid/GNP and of aid/government spending, respectively, on tax effort. Again, a strong regression-to-the-mean effect is found, as higher initial tax effort is associated with larger declines over the period. Population and income are unrelated to tax effort, while political violence significantly reduces it. So does higher aid. The aid coefficient in column 1 is easiest to interpret because it is in the same units (percent of GDP) as the dependent variable. Each percentage-point rise in aid/GNP is associated with a fall of about onethird of a percentage point in tax revenues/GDP. This highly significant taxdisplacing impact of aid is larger than that estimated by P. Boone and smaller than that estimated by T. Feyzioglu, Vinaya Swaroop, and Min Zhu. 76 
Specification Changes
Results from tables 3 and 4 are not very sensitive to reasonable changes in model specification, indicating that the relationship between high aid levels and deteriorations in government is fairly robust statistically. As one change in specification, we substituted each country's median value of aid over the 1982-97 period for the mean value in our tests. The median value is less likely than the mean value of aid to be driven up by a small number of extreme values for a particular country. The median turns out to be correlated at .98 with the mean, and results are unaffected by this substitution.
As a second change, we omitted the change in per capita income from the regressions. Conceivably, aid has some positive effects on the quality of Note.-Dependent variable is the change in the tax share. Standard errors are in parentheses. Instruments in 2SLS include infant mortality in 1980, initial (log) population, initial (log) GDP per capita, and French, British, Portuguese, and Belgian former colony dummies. Note that R 2 does not have its usual interpretation in 2SLS. ** Indicates significance at .01 level for two-tailed tests.
governance that is captured by change in per capita income, one of our control variables. Specifically, suppose that aid increases per capita income, which in turn improves institutional quality. Controlling for changes in per capita income could then bias the aid coefficients downward. However, aid, on average, is not correlated with improvements in income in other studies.
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Moreover, omitting the change in per capita income as a control variable does not affect our results.
Reverse Causation
The data analysis presented in the first two columns of tables 3 and 4 ignores the possibility that aid levels may be influenced by the quality of governance, rather than the other way around. Correcting for the possible endogeneity of aid in this section, however, the evidence indicates that high levels of aid are the cause rather than the result of deteriorating governance. Aid coefficients in columns 1 and 2 of these tables could be the product of reverse causation. If donors were to steer more aid toward those countries they perceive to be experiencing deteriorations in the quality of governance, OLS estimates would be biased upward in absolute value and would overstate the adverse impact of aid on governance. However, donors arguably more often do the opposite, rewarding nations that exhibit improving institutional quality by directing more aid to them, as these are the countries less likely to waste whatever aid they receive. For example, the U.S. Agency for International Development very explicitly directs aid toward countries that appear to be making greater progress in the areas of democracy and improved governance. Similarly, the Netherlands and other bilaterals have been influenced by the aid effectiveness literature to employ greater selectivity on providing aid. The World Bank's International Development Administration (IDA) aid to poor nations is allocated in part based on favorable assessments of countries' public sector management-including the rule of law, corruption, and bureaucratic quality, among other dimensions of governance. 78 If reverse causation takes the form of aid flowing toward countries with improving rather than deteriorating governance, then columns 1 and 2 estimates actually understate the true adverse impact of aid on governance. In tables 3 and 4, the last two regressions address these endogeneity issues through two-stage least squares (2SLS) estimation.
Coefficients for the exogenous component of aid are negative and statistically significant, as shown by 2SLS results in the last two columns of tables 3 and 4. The aid coefficients are larger in absolute value than in the OLS regressions (cols. 1 and 2). The aid coefficient in column 3 of table 3 indicates that a 12 percentage point increase in aid/GNP reduces the quality of governance index by one point. The aid coefficient in column 4 indicates that a 30 percentage point increase in aid's share of government spending reduces the quality of governance index by one point.
The fact that aid coefficients are larger (in absolute value) in the 2SLS tests than in OLS is consistent with the view that, controlling for changes in recipient need as measured by per capita income changes, donors do not in general direct more aid toward countries with deteriorating institutional quality. If they did, this endogenous effect would be captured by the OLS coefficients but not in the 2SLS coefficients, and the former would be larger (in absolute value) than the latter. Table 5 shows the first-stage regressions from which predicted aid values are generated for the 2SLS tests reported in table 3, for aid/GNP (cols. 1 and 2 of table 5), and aid's share of government spending (cols. 3 and 4 of table 5). Exogenous instruments for aid include various measures of recipient need and of donor interest. Initial GDP per capita, infant mortality, and illiteracy are measures of recipient need. Of these, only GDP per capita is a significant predictor of aid levels in table 5 (cols. 2 and 4).
Country size, measured as the log of population of the recipient nation, is one measure of donor interest. Smaller nations tend to receive more aid as a share of GDP than larger nations, presumably because of donors' desire to "show the flag" widely. 79 Population is a significant predictor of (lower) aid in column 2 (aid/GNP) but not in column 4 (aid/government spending).
Other measures of donor interest included as instruments are the Freedom House index of political freedoms and a set of colonial heritage dummies indicating whether recipient nations are ex-colonies of any one of four donor nations: Britain, France, Portugal, and Belgium. 80 Political freedoms is not a significant predictor of aid, controlling for other factors. The colony dummies all have positive coefficients. The British dummy is marginally significant in columns 2 and 4. The Belgian dummies are highly significant in both regressions. Portuguese colonies on average receive higher levels of aid/GNP (col. 2), but this obscures a large gap between Angola's 7.4% and Mozam-bique's 34.5%. French colonies receive higher levels of aid as a share of government spending (col. 4).
These instruments collectively are extremely effective in explaining variations in aid. The first-stage regression of aid/GNP on these exogenous instruments and on the other regressors (the initial ICRG index, changes in population and per capita GDP, and political violence) produces an of .87. 
Pre-and Post-1990
There are two major reasons to hypothesize that the negative impact of aid on the quality of governance might have weakened after 1990. First, starting at about that time donors began to emphasize the crucial importance of the quality of governance for development. Bilateral donors and international financial institutions are now heavily engaged in programs to reduce corruption, improve public expenditure management and tax administration systems, and support democratization in recipient countries. Second, the end of the cold war allows the United States and other donors to target aid more selectively, rather than using aid to strengthen corrupt but geopolitically useful autocracies. Table 6 repeats the analysis of aid/GNP and the quality of governance in table 3 but divides the period into two. The dependent variables in columns 1 and 2, respectively, are the changes in the ICRG index from 1982-90 and 1990-97. Similarly, aid/GNP is averaged only over the relevant subperiod. The aid coefficient is negative in both regressions but is statistically significant only in the 1982-90 period, before the end of the cold war and donors' increased emphasis on governance. Although the aid coefficient is larger (in absolute value) in the 1982-90 period than in the 1990-97 period, F-tests show that the difference in coefficient magnitudes is not statistically significant. Therefore, the evidence is suggestive but not conclusive that aid was less damaging to governance in recipient nations in the 1990s than in the 1980s. To the extent that there is an effect, it is impossible to disentangle the impact of the cold war ending from donors' enhanced emphasis on governance.
Conclusion and Implications
Recently, a number of studies have emphasized the importance of "good governance" to economic growth and development in Africa. Others have examined the impact of aid on African development. Our study addresses the connection between these two, in asking how dependence on large amounts of aid might affect governance in sub-Saharan Africa. Our major findings are three: (1) there is a robust statistical relationship between high aid levels in Africa and deteriorations in governance, particularly when we correct for the tendency of donors to give more aid to African countries with improving, rather than deteriorating, governance; (2) there is a similarly strong relationship between higher aid levels and a lower tax share of GDP; and (3) increases in GDP per capita tend to be associated with improvements in governance, while political violence is associated with declines in governance and in the tax share of GDP. Yet when we control for per capita GDP and violence, aid still has an independent, and negative, effect. Some of the poorer countries in Africa have been the recipient of decades of substantial net transfers of aid. As we discussed in the introduction, these large amounts of aid could affect governance in several ways. They could be used to build capacity and institutions, leading to improvements in the quality of institutions and in accountability. They could underwrite training programs and support technical assistance that helps build learning by doing. On the other hand, large amounts of aid over long periods of time can weaken institutions and establish incentives for aid agencies and aid recipients alike that undermine the ability of each to change. This seems to have been the case in sub-Saharan Africa, where high levels of aid are associated with declines in the quality of governance. Although our research design is not intended to establish empirically why this is so, other evidence points to two major effects of aid: institutional weakening and perverse incentives. The high transaction costs that accompany aid programs, as well as the fragmentation, poaching, and other direct effects of a large number of donors competing for the typical aid-dependent government's limited number of high-level, skilled officials, can weaken institutions that were not strong to begin with. Large amounts of aid can also foster perverse incentives, making it more difficult to solve collective action problems, creating long-standing soft budget constraints, and a tragedy of the commons for future budgets. Supplied as loans, aid compounds debt, creating incentives to give ever more aid, in particular to the riskier, more aid-dependent states who are often also the most highly indebted. This creates a clear moral hazard for creditor agencies.
As this suggests, aid dependence is clearly a problem of aid interdependence. Since both the international community and the recipient countries are locked into a system that is unable to produce development consistently or predictably, the solutions need to recognize that the current system of institutions and incentives must be changed on both sides. Two important steps would, we believe, contribute greatly to these changes. First, official aid needs to become much more selective and competitive, delivered with few if any strings to proven, developmental governments in recognition of the fact that funding is fungible and that an overabundance of uncoordinated donors can crush local ownership and boost transactions costs. Some moves have occurred in this direction. The government of the Netherlands announced not long ago that it would focus its aid selectively to reward performance, cutting the number of countries receiving aid from 80 to 20 and stepping up use of instruments such as direct budgetary support and common pool funding of sectors such as health. 81 The U.K. Department for International Development also recently committed itself to ending the practice of tying aid to the purchase of British goods and services. In March of 2002, the United States announced that it would fund a new aid program, the Millennium Challenge Account, which would target countries selectively, rewarding those that had compiled track records indicating better use of development funding. Yet much more could be done to reduce transactions costs and increase competition and accountability. Donors could increase the new practice of pooling aid funds in a particular sector, along the lines of the "sector investment programs" or "common basket funds" used by some donor groups. 82 Shifting toward a foundation model organized on a regional basis to fund successful proposals submitted by central and local government units or nongovernmental organizations would introduce more competition into the aid system and remove the "disbursement imperatives" that currently characterize aid programmed on a country level. 83 Assisting this might be new systems of Internet-based information for developing countries' governments and nongovernmental groups to access low-cost but refereed technical assistance when, and where, they themselves identify a need for it. 84 Second, we suggest that large-scale aid programs be explicitly seen as a temporary (albeit medium-term) development tool. The idea of having an aid "exit strategy" is not a new one. The successful Marshall Plan, of course, was a temporary program with a built-in exit and incentives for self-help. 85 Possibly this advice influenced the U.S. aid strategy in Korea and Taiwan during the 1960s. Both countries were told that U.S. economic aid would be phased out during the 1960s. In Taiwan, when the economic aid program ended in 1965, payments on Taiwan's debt service were transferred into a foundation called the Sino-American Fund for Economic and Social Development that continued to fund projects. 86 Recent calls for well-planned aid "exit strategies" have drawn on the Taiwan experience. 87 While assistance in the case of humanitarian disaster and other emergencies would continue to be a feature of the aid system, we think that donors should begin working with recipient governments to create long-term plans for graduating from aid. The first component of these plans should be a system of debt relief that recognizes that unsustainably high levels of debt, particularly in the HIPC countries, result from errors made on the donor side (loans given that were clearly unpayable, for example) in addition to those made by loan recipients. The extensive conditions required for poor countries to qualify for debt relief mirror the aid system itself, with high transaction costs and extensive use of foreign consultants to develop the required poverty reduction programs and plans. 88 Debt relief does not have to be so onerous. If debt can be written down to much lower levels, then donors could concentrate on the second step: developing a mutually agreed-on strategy for the termination of concessional funding over a 10-20-year period. The third step would involve targeted aid, helping countries boost their capacity to fill the savings and foreign exchange gaps that aid was originally intended to fill. 89 Tax reform, local capital markets, bond issues in international bond markets, export diversification, and diversified foreign investment all provide different kinds of finance; aid could target these for strengthening.
There is much encouraging evidence that countries with good track records of macroeconomic management (such as avoiding highly overvalued exchange rates and keeping inflation modest), as well as good governance, do better at development, whether measured as growth, literacy, or infant mortality. Aid is more likely to have its intended impact where governance and policy provide a solid foundation for development. 90 The task for the international community and aid-dependent countries alike is to respond to the challenge of weak states by providing incentives for good governance rather than the incentives for poor governance inherent in the present system.
